The main purpose of this paper is to explore the practice of liquidity risk management of Croatian business entities. The analysis is based on a survey of 62 business entities in Croatia. The authors investigate the existence of risk management and liquidity risk management measures among the surveyed business entities. The respondents' knowledge of management, their use of indicators and methods for the management of liquidity risk, in addition to the cited reasons for implementation of liquidity risk measures were also subject to examination. Furthermore, the authors investigate the importance of liquidity management in business. The analysis reveals that Croatian business entities have neither sufficient knowledge regarding the majority of financial indicators, nor they tend to use liquidity management plans. Consequently, the survey' s findings indicate that the overall level of financial knowledge of Croatian managers is inadequate. This can, thus, be identified as one of the reasons for the traditionally high number of illiquid business entities in the market. Finally, this paper provides academia and policymakers with new revelations concerning the management of liquidity risk among business entities in Croatia.
INTRODUCTION
Various risks arise during the running of day-to-day business and operations activities in companies. Financial risks are among the most frequent ones; since they emerge in almost every company, they can be considered both a universal and a global phenomenon. Many financial risks arise from the simple act of running a business. Hence, one of the most frequent financial risks is the liquidity risk. It is difficult to completely avoid it as it is connected to the optimal short-term and long-term level of company assets. "Liquidity has always been a specific priority area for financial managers. Liquidity-related risks can often lead to deterioration of the financial situation and even bankruptcy" (Raykov, 2017:136) . Therefore, it is necessary to manage the liquidity risk to mitigate its negative effects on the business. "There is a common knowledge that even the most profitable company may go bankrupt if it does not manage its liquidity in a proper way" (Błach et al., 2014: 210) . To maintain optimal liquidity of a business entity, specific business management activities are required. In the liquidity management process, the management needs to view comprehensively and deeply the financial condition of the business entity in question. With regards to liquidity, this implies monitoring the asset structure and sources of asset financing, the relationship between short-term and long-term asset financing sources, as well as the key activities that affect the speed of asset circulation in the business process. "Liquidity management maintaining the current assets and current liabilities balance on a proper level is an important condition for improving performance of the company and its value enhancement" (Hiadlovský et al., 2016: 802) . In his study, Crockett wrote that liquidity is easier to recognize than to define (2008: 14) . "Liquidity is a complex concept defined by multiple factors, which are used in different ways. Basically, the term liquidity means how easy we can generate cash from assets. Cash may be generated either by using creditworthiness to obtain external funds, or by the sale of owned assets in the market" (Tibor and Fenyves, 2011: 531) . According to Dencic-Mihajlov et al., liquidity is interpreted as the ability of a company to pay outstanding liabilities as they come due. It is also true that both the asset structure and the capital structure are important determinants of liquidity"(2014: 91). Liquidity is a complex concept and cannot be described by using just one indicator. Due to its complexity, liquidity can be explored in various contexts. Some studies explore the optimal level of the volume of current assets (Kumar Manjhi 2012; Ortiz-Molina and Phillips 2014), while others focus on the relationship between the volume of current assets and the company´s profitability (Mamic Sacer et.al, 2013: 15-35) . "The most common indicators of measuring liquidity are the current ratio and the quick ratio (also referred to as the acid-test ratio). They are static measures of liquidity, based on forced liquidation of assets, and do not measure the ongoing ability of a firm to go back to cash" (Lancaster and Stevens, 1998: 27-38) . This paper examines the existence of organized risk management of business and financial risks, the knowledge and use of liquidity risk indicators and methods in business operations, as well as the assessment of business subjects about the importance of liquidity risk management in business. The research in this paper includes business entities regardless of the type of business, except for credit and financial institutions (insurance companies), but not all entities that deal with financial activities. Many studies have shown that liquidity is important both for businesses and investors. First, it is a source of risk (Acharya and Pendersen, 2005: 375-410) ; second, illiquid firms must deliver higher returns; and third, liquidity is an important determinant of the cost of capital (Amihud and Mendelson, 1986: 223-249) . Finally, liquidity risk is an important risk component (Stange and Kaserer, 2011; Lei and Lai, 2007) . A very important factor influencing liquidity is the type of business that a business entity is dealing with (Mamic Sacer et.al, 2013:15-35) . The activity of a business entity is a very important factor influencing liquidity; however, the structure of assets and liabilities is just as important. The structure of assets and liabilities is closely related to the size of a business entity (Sarlija et.al 2009; Jezovita 2015) .
The problem with illiquidity in Croatia is not a new one. By the mid 1990' s this was one of the most significant issues of the economy overall. The liquidity crisis escalated by the end of the 1990' s and this microeconomic problem -driven by improper macroeconomic politics and transition as a historical background -evolved to the point of becoming one of the biggest problems for the domestic economy. In his liquidity analysis of companies situated in Split-Dalmatia County, Soric (2004) concluded that liquidity ratios are one of the first indicators that signal the existence of disturbances in the economy of Split-Dalmatia County. Cizmesija, Kurnoga and Zivadinovic stated that in 1999 this area accounted for roughly 20% of GDP (2012: 281) . Illiquidity of these proportions has had impact on the costs of doing business in the country as the additional source of growth of business expenses (Nikic, 2004) . In the first half of 2000' s the problem was reduced to a tolerable extent. Even in those years of expansive macroeconomic politics, and in times of sufficient money supply, according to the survey conducted by Dumicic et. al. (2006: 25) , Croatian managers' greatest fear was that of liquidity risk. Again, the problem escalated under the impact of the Global Financial Crisis. In Croatia, the measure of illiquidity on a microeconomic level is the number of companies with "frozen accounts". The frozen account is а state in which companies default on the full payment, i.e. companies are not able to service the obligations that have come due. The following table presents the number of companies with frozen accounts and the amount of defaults on the full payment 2011-2017. It bears emphasis that Croatia has emerged from the recession caused by the Global Financial Crisis as recently as 2015. ,966 19,136,762 14,543 15,286,215 5,918 8,599,695 4,094 6,239,438 ∑ 25,209 22,262,954 20,879 18,552,113 12,597 12,076,325 9,872 8,934,246 Source: FINA (www.fina.hr) edited by authors It is evident from the table that both the recession and the crisis had a huge impact on the number of illiquid companies in Croatia. In addition, it may be concluded that with the economy recovered, the number of illiquid companies was reduced. The latest numbers on illiquidity are not satisfactory, however. The majority of 9,448 companies in 2017 (FINA 2017) still have frozen accounts with the total amount of defaults on the full payment amounting to 8,642 billion HRK (approximately 1,153 billion EUR).
The purpose of this paper is to examine the impact of liquidity risk on businesses in the Republic of Croatia. This paper has three goals: to explore the existence of organized risk management of business and financial risks, to inspect the knowledge and use of indicators and methods of liquidity risk management in business, and to examine business entities assessment of the importance of risk management for business liquidity.
The remainder of this paper is arranged as follows: Section 2 gives an overview of current liquidity literature. Section 3 provides a summary of the liquidity risk management of business entities in the Republic of Croatia with subsection 3.1. covering knowledge and use of indicators and methods of liquidity risk management in business entities of the Republic of Croatia along with subsection which goes into valuation of liquidity risk in businesses in the Republic of Croatia. Finally, Section 4 concludes the whole research and provides recommendations for further analysis.
LITERATURE REVIEW
Liquidity is an important risk factor, which has motivated many authors to do research on this topic. Conversely, liquidity risk is observed by the authors both through market and asset liquidity.
Liquidity has had wide-ranging effects on financial markets (Amihud, et al., 2005: 269-364) . Also, for the Central and Eastern countries Oglic Drazenovic and Kusanovic state that these economies have underdeveloped, narrow, and illiquid capital markets (2016: 759).
On the one hand, Bangia, et al., assert that liquidity risk is an important component for capturing the overall risk (1999: 1-16). On the other hand, the importance of liquidity can be observed through liquidity of assets. Morallec notes that the relevance of liquid assets depends on the way of their measurement, on the liquidation value of firm' s assets or on the selling price of assets over the entire life of the firm (2001: 173-206) .
Many studies connect -theoretically and empirically -the influence of liquidity on profitability. Therefore, different authors propose the idea of liquidity having a positive influence on profitability (Vieira 2010; Mihajlov 2014; Mushtaq et al. 2015; Kung'u 2017) . Apart from the influence of liquidity on profitability, authors also investigate the relationship between liquidity and leverage. The studies have shown a negative relationship between debt and corporate liquidity (Kim et al. 1998; Opler et al. 1999) . This type of a relationship is confirmed on a sample of US companies (Lipson and Mortal, 2009 ), in the case of Malaysian companies (Suhaila et al., 2008) , in the case of UK companies (Ozkan, 2001) , on a sample of Greek firms (Eriotis et al.,2007) and in Chinese firms, which analyzed the leverage-liquidity relationship (Liu et al., 2009 ). They all demonstrate that the more liquid firm is, the less leveraged it will be. Mateev et al., mention that firms keeping higher liquidity levels use mainly long-term debt to support their growth, while firms with a higher proportion of current liabilities in their capital structure use more short-term debt (2013, pp. 28-51) . The studies suggest that real asset illiquidity increases firm' s overall cost of capital (Benmelech and Bergman, 2009; Ortiz-Molina and Phillip, 2014) .
In empirical studies on European transition economies, the negative relationship between liquidity and leverage is confirmed in the Croatian case by Sarlija and Harc (2012) . They demonstrate a negative and statistically significant relationship between liquidity and both long-term and shortterm leverage in the case of small and medium-sized Croatian companies in 2009. Also Minovic and Zivkovic (2010) (2013), suggested that some of the liquidity indicators are of key importance in warning about business decline. In addition, Cizmesija, Kurnoga and Bahovec (2014) explored the importance and impact of illiquidity on economy. They investigated the illiquidity and liquidity indicators as telltale signs for the production and forecasting properties of the Croatian economy.
METHODOLOGY
The study of the impact of liquidity risk on business entities in the Republic of Croatia was carried during the period from 1 February to 15 March 2017. The research included business entities regardless of their type of organization, except for credit and financial institutions that are under a legal obligation prescribed in the Credit Institutions Act to monitor their liquidity risk. For the purpose of the survey, 115 business entities were contacted, while 62 fully completed questionnaires were collected, meaning that the response rate is 53.91%. The research had three goals:
1. to explore the existence of business and financial risk management, 2. to inspect the knowledge and use of indicators and methods of liquidity risk management in business entities, 3. to examine the business entities assessment of the importance of risk management in business liquidity.
For the purpose of this analysis, financial risks incorporate market risks, credit risks, liquidity risks, and operational risks (i.e. variability of interest rates, forex exchange, systematic and unsystematic risk, risk of inflation, commodity risk, country risk, equity risk etc.). While business risks refer to the basic viability of a business, they usually emerge from operational process of the company (i.e. human resource risks, strategic risks, management risk etc.).
The questionnaire used in this research consists of 25 questions. The structure of the questionnaire is as follows: six questions are socio-demographic; three questions examine the existence of business and financial risk management. Nine questions survey the knowledge and use of indicators and methods of liquidity risk management in a business entity, while seven questions examine the assessment of the importance of liquidity risk management in a business entity.
RESULTS ON LIQUIDITY RISK OF BUSINESS ENTITIES
The first part of the survey involved collecting basic information on business entities. From the analysis of data presented in following table, we may conclude that business entities were exclusively SPLLC 5 and PLLC 6 . Of the 62 respondents, 58 responses relate to PLLC or 96.5% of the total sample. Apart from examining the type of business entity, other business-related information was also examined. The table below shows the primary area of the core activity of business entities. 
Source: authors
Most of the business entities belong to accommodation and food service activities, or 19.4%. They are followed by manufacturing and wholesale and retail trade; repair of motor vehicles and motorcycles involving 11.2%. All other activities occupy less than 10% of the total sample, except for water supply; wastewater removal, waste management, and environmental remediation activities, mining and quarrying, information and communication, professional, scientific and technical activities, public administration and defense, compulsory social security and education where no business entities were examined.
It should be emphasized that the conducted investigation included four entities whose core business cover financial and insurance activities. Business entities in the area of financial activities and insurance activities do not fall under the credit and insurance institutions. As stated in the introductory part, credit and insurance institutions were not investigated because they are required to monitor the liquidity risk under the Credit Institutions Act. The four entities under examination, whose core business included financial and insurance activities, are intermediaries between persons and banks, and are therefore considered as financial mediators. They must obtain a certificate from the Ministry of Finance that they have fulfilled the conditions for such a business, but have no obligation to report, and thus to monitor the liquidity risk. Of the four business entities surveyed, three deal with this activity, and one audited business entity deals with exchange transactions. Foreign exchange transactions are under the control of the Croatian National Bankthey do not have to monitor liquidity risk, however, since they already have to comply with some other conditions that do not touch the liquidity risk, which is why they were not excluded from the research. Hence, we may conclude that this four audited business entities are engaged in financial activities, but are not credit institutions or insurance companies.
In addition to the basic business activity of which a business entity belongs to, the research also included the headquarters of the business entity. The most common headquarters of business entities were located in Primorje-Gorski Kotar County where 28 business entities were surveyed, or 45.1% of the total sample. This county is followed by the City of Zagreb with 22.6%, Istria County 16.1%, Varazdin County 8.1%, Zagreb County 6.5%, while the lowest number of surveyed businesses were from Split-Dalmatia County, amounting to only 1.6%. According to the number of employees, the most represented are business entities with 0-4 employees accounting for 48.4% of the total sample, followed by entities with 5-9 employees with 40.3%, entities with 10-49 employees with 8.1%, and entities with 250 and more employees with 3.2% of the total sample. No business entity has 50-249 employees.
The following table shows the duration of a business entity. Based on the analysis of the data from the previous table, it is evident that the largest number of examined business entities have existed for more than five years or 77.4% of the total number, while for businesses younger than 5 years the total amount is 22.6%.
Based on the analysis of socio-demographic data, it can be concluded that the smallest business entities belong to accommodation and food service activities, from about 0 to 9 employees, while business entities which exist for more than five years were the most involved in the survey. After collecting the general information on business entities, the following portion of the questionnaire relates to organized risk management in entities.
The following table examines the existence of a person and/or a department dealing with the management of business and financial risks. Based on the conducted research on the existence of a person and/or department to manage business and financial risk, it is obvious that 59.7% of business entities neither have a person nor a business and financial risk management department. Of the total sample, 40.3% of business entities have a responsible person who manages business and financial risks. No business entity has a business and financial risk management department. The absence of any business entity that has a business and financial risk management department can be attributed to the size of the business entities surveyed, meaning that small business entities do not have sufficient revenue generated to support the setup of such departments, or their business and management process does not require that kind of organization. Based on the shown data it can be concluded that most of the business entities do not manage business and financial risks at all.
The upcoming table shows liquidity risk management in examined business entities. Similarly to the total management of business and financial risks, it is clear that very few business entities are managing liquidity risk. More precisely, out of 40.3% of business entities managing business and financial risks, only 17.7% manage liquidity risk.
Chart 1. Reasons for liquidity risk management in a business entity.
The analysis of this chart was not made on a sample of 62 business entities, but on a sample of 11 business entities which manage their liquidity risk in their business entity. Each of the percentages obtained in the graph represents the ratio between the total number of respondents who manage the liquidity risk and the respondents who claimed this was one of the reasons for managing the liquidity risk. It follows from the above that out of 11 of the respondents managing the liquidity risk, all 11 of them, or 100% stated that greater security of business was one of the reasons for liquidity risk management. Nine out of eleven (82%) respondents stated that they manage liquidity risk due to owners' requests, 73% respondents claimed that they manage liquidity risk to increase revenue, 64% business entities manage liquidity risk because of credit/supplier/client requirements, and 27% of respondents as a reason cite awareness of the need to manage liquidity risk arising from negative business experiences.
1 Knowledge and use of indicators and methods of liquidity risk management in business entities in the Republic of Croatia
The research conducted on the topic of the existence of business and financial risk management was followed by the examination of the knowledge and use of indicators and methods for liquidity risk management in business entities. The following table shows the knowledge of individual indicators and methods for liquidity risk management. From the available liquidity indicators, business entities answered that they are best acquainted with the liquidity current ratio, more precisely 43.5% of the respondents, while the liquidity method best known to business entities is the holding of a larger amount of liquid assets in the business entity, or 82.3%. It could also be assumed that business entities would best know the liquidity current ratio, as this indicator measures the ability of a business entity to settle its shortterm liabilities. The least known liquidity management indicators are financial stability coefficient and cash flow ratio, where 75.8% business entities do not recognize these indicators. The least known method is developing liquidity management plans, given that 88.7% of respondents do not recognize this method. The results obtained show the levels of financial illiteracy of business entities in the Republic of Croatia, the result of which is the illiquidity of the entire market in the Republic of Croatia. According to the results of the survey of Benic and Franic, the Republic of Croatia belongs to countries with a higher level of illiquidity (2008: 481-502 ).
The following table shows the use of indicators and methods for liquidity risk management in business entities. Analyzing the use of indicators and methods for liquidity risk management in a business entity, it can be concluded that the liquidity current ratio is the most used indicator as it is used by 21% of the business entities surveyed, while holding a larger amount of liquid assets in a business entity is the most used method for managing liquidity risk, since 50% of business entities use this method. Such results are not surprising considering that business entities are the most familiar with the liquidity current ratio and the method of holding a larger amount of liquid assets in the business entity. Nor does it come as a surprise the finding that a very low number of business entities use the financial stability coefficient, that is 85.5% of respondents do not use this indicator in business. Fiftynine out of sixty-two (95.2%) of business entities do not use the method of developing liquidity management plans, which is also not out of the ordinary since most of them are not familiar with the above method for liquidity risk management. These results are not unexpected because business entities, which do not acknowledge or are not aware of these indicators and methods, cannot subsequently use them in business. Due to insufficient financial education, business entities in the Republic of Croatia conduct business without financial plans so it is therefore not surprising that the Croatian market is illiquid.
2 Valuation of liquidity risk in business es in the Republic of Croatia
The ultimate aim of this research is to evaluate the importance of liquidity risk management in business operations. Below is a table showing the results of assessing the importance of liquidity risk management in business. Influence of liquidity risk on other financial risks in a business entity 3.00 28 Source: authors For this question, a three-point Likert scale was used to measure the respondents' opinion. The participants could evaluate each criterion with grades ranging from 1 -irrelevant, 2 -neither important nor unimportant, 3 -important, to 4 -cannot evaluate. By analyzing the results, it is apparent that the business entities are aware of the importance of monitoring the impact of liquidity on solvency, monitoring the impact of liquidity on profitability, monitoring of current financial accounting information and the impact of liquidity risk on other financial risks in the business entity in liquidity risk management, all of which are considered important for liquidity risk management. According to the importance of managing liquidity risk in business, the criteria that follow are reporting liquidity business with 2.96, then monitoring the liquidity risk indicators with 2.90 and using the methods for estimating and measuring the liquidity risk with 2.64. Consequently, it can be concluded that absolutely all of the listed criteria for managing liquidity risk in business are important for business entities. However, they do not know how to monitor important liquidity risk indicators and methods. This, again, points to inadequate financial education of business entities in Croatia. Therefore, it is necessary to invest more in the education of business entities at the level of the basic financial indicators which affect business entities on a daily basis and then at the level of the overall market of the Republic of Croatia.
CONCLUSION
Business entities use different strategies and models for managing different risks to survive in a global, complex and unstable economic environment. Consequently, timely identification of all types of risks and adequate protection measures become an extremely important factor in business' success. In order to maintain the stability of their business and liquidity, business entities must incorporate risk management strategies into their strategic goals.
In the first part of the study, the organized management of business and financial risks in business entities was examined. Based on the obtained data, it can be concluded that most business entities do not manage business and financial risks by appointing a person responsible for them. It should be noted that small businesses were the most involved in the survey; therefore, a possible reason for not managing business and financial risks is certainly the inability to pay an additional person to manage business and financial risks because such a person would need to possess certain competencies and skills that entail a more expensive rate of pay. Thus, business and financial risks will be managed by business entities which understand the need for introducing individuals and/ or departments, but also those that can withstand such a cost, while financially weak business entities will operate without employees and/or departments. The liquidity risk is managed by only 11 business entities surveyed, or 17.7% of the total sample. Of the 62 surveyed businesses, 43 business entities, or 69.3%, do not monitor liquidity risk. Similar to the issue of overall management of business and financial risks, it is evident that very few business entities are managing liquidity risk. This data may also be related to the fact that the surveyed business entities are aware of a very small percentage of indicators and methods of liquidity risk management.
The second part of the study analyzes the knowledge and use of indicators and methods for liquidity risk management in Croatian business entities. The results show that, of all the liquidity indicators, business entities are best acquainted with liquidity current ratio, namely 43.5%, while the liquidity management method business entities are most aware of includes holding a larger amount of liquid assets in a business entity (82.3%). Analyzing the use of indicators and methods for liquidity risk management in a business entity, it can be concluded that the current ratio is the most used indicator, as it is used by 21% of the business entities surveyed while holding a larger amount of liquid assets in the business entity is the most used method for liquidity risk management, employed by 50% of business entities. Such results are not surprising, since the liquidity current ratio and the method of holding a larger amount of liquid assets in the business entity have been identified as the most well-known indicators and methods of liquidity risk management for business entities. Nor is the finding that business entities use the financial stability coefficient the least surprising, as 85.5% of the respondents do not use this indicator at all. A large portion of business entities (95.2%) do not use a method for developing liquidity management plans, which is also not surprising since most of them are not acquainted with the above method for liquidity risk management. Due to insufficient financial education, business entities in the Republic of Croatia do business without financial plans and then it should come as no surprise that the Croatian market is illiquid. The last part focuses on assessing the importance of risk management in business liquidity. All of the listed criteria for managing liquidity risk in business are important for business entities. However, the managers do not know how to monitor important liquidity risk indicators and methods. This, again, points to inadequate financial education of business entities in Croatia. Therefore, it is necessary to invest more in the education of business entities and their management at the level of the basic financial indicators, which affect business entities on a daily basis and then at the level of the overall market of the Republic of Croatia. Liquidity risk is the financial risk that needs to be managed because otherwise serious problems of illiquidity -and then potentially liquidation or bankruptcy of business entities -can arise. It is necessary, therefore, to establish a financial balance in each business entity, i.e. to tally the balance between assets with sources of assets.
